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ConferenceCommitteeActions on Saturday.June5, 2004

The Budget Conference Committee met Saturday for approximately tour hours
beginning its deliberationsat 10:00 am. The Committeeworked through a numberof
conference items including Corrections and then received an overview of Education
issues from the Legislative Analyst’s Office (LAO) and the Department of Finance
(DOF). The next meeting is scheduled for today, and will begin with K-12 education.

The Conference opened with an overview from the DOF on the General Fund
condition including Conference Committee actions through noon, Friday, June 4, 2004.
By DOF’s accounting, the Assembly version of the budget has a deficit of almost
$600 million. DOF indicated that this figure was misleading because, at a minimum, the
Assembly version does not include a General Fund reserve. In addition, DOF noted
that there were several items that were not taken into account in the Assembly Version.
DOF estimated the total of these “threats” to the General Fund at $3.4 billion, including
the absence of a reserve.

DOF computes this shortfall by adding the Governor’s May Revision reserve of
approximately $1 billion to the $600 million shortfall for a total deficit of $1.6 billion,
According to DOF, while the Assembly included the $1.3 billion in savings attributable to
the May Revision local government package, it did not include the constitutional
amendment and statutory changes that are part of that package in the Budget.
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Therefore, according to DOF, the savings are not supportable. In response to DOF’s
comments, the Chair, Senator Chesbro (ft. Humboldt Co.) agreed to place the local
government issues on the agenda for this week. The addition of the local government
package amount of $1.3 billion to the previous $1.6 billion increases DOF’s estimate of
the shortfall to approximately $29 billion,

The Department of Finance also objected to a $477 million unallocated reduction that
the Assembly made to the Department of Corrections budget. They indicated that the
reduction was not supportable because negotiations with the California Correctional
Peace Officers Association have not been concluded, and that unallocated reductions
applied to the Department of Corrections in the past either had to be reduced or
resulted in substantial deficiencies, Lastly, DOF stated that the Assembly failed to
include $99 million for the Trial Courts that was part of the Governor’s agreement with
the Courts. Addition of these two items increases DOF’s estimate of the deficit to an
estimated $3.4 billion.

DOF also pointed out that the Assembly increased the draw-down from the
Proposition 57 bonds by $1 billion instead of using a similar amount of pension
obligation bonds (ROB’s) as proposed by the Governor. The Assembly budget
version essentially swaps the timing of the two debt issuances. The Governor
proposed the POB’s for FY 2004-05 and the Proposition 57 draw-down for FY 2005-06,
while the Assembly did the reverse. Conference Committee Vice-Chair Steinberg
(ft, Sacramento Co.) defended the action indicating that he does not think that
all of the ROB legal issues have been resolved, notwithstanding the apparent settlement
on the current ROB suit brought by the Howard Jarvis Taxpayer’s Association,

Highlights of Actions of Interest to the County

Statewide Fingerprint Imaging System. The County opposes elimination of this
program. The Conferees left this item open for further discussion.

State Funding of County Medi-Cal Eligibility Processing. The Conference
Committee acted to approve the Assembly Version which limits State payments for
county eligibility worker wage increases to the greater of the average COLA for State
workers, or the California Necessities Index, which could result in a loss of up to
$5.4 million in funding for DPSS.

TANF Probation—The Conferees approved County-supported funding for county
probation, including $134.3 million from the State General Fund in addition to
567.1 million in TANF funding, and Directed the Board of Corrections to seek other
sources of funding, including Federal funds, for county probation services.
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Medi-Cal Redesign

As previously indicated in our report on the May Revision, the Administration has
removed the Medi-Cal Redesign effort from the FY 2004-05 budget process and
declared its intent to submit a Federal Medicaid waiver proposal, and requisite statutory
changes to the Legislature on August 2, 2004. The Administration has added
stabilization of safety net hospital financing to its list of objectives for Medi-Cal Redesign
which also includes program simplification, tiered benefit structures, co-payments, and
expansion of managed care,

While the initial phase of the Medi-Cal Redesign stakeholder process has
concluded, the Administration has recently convened meetings with safety net hospitals
to outline its concepts to modify Medi-Cal supplemental payments. Specifically, the
Administration is proposing to change the Medi-Cal Disproportionate Share Hospital
(DSH) and SB 1255 programs to allow increased use of organized systems of care
(i.e., managed care), and, in their view, address Federal concerns about
Intergovernmental Transfers (IGT5). The main aspect of the Administration’s approach
would substantially replace lGTs with an alternative financing model known as Certified
Public Expenditures (CPE5) which would be made by county and University of
California hospitals.

On June 3, 2004, the Administration met with representatives of safety net hospitals,
including the County, to discuss the providers’ observations and technical issues related
to the Administration’s concepts. Details about the providers’ concerns are contained in
the attached letter. Among the concerns expressed were California’s inadequate
Medicaid share, the pitfalls of trading IGTs for CPEs, and whether the Administration’s
concept promotes safety net hospital stability. In response, the Administration agreed
to provide a multi-year analysis for further discussion.

AssemblyLabor Committee Hearing on WorkerSafetyin theAdult Film Industry

On Friday, June 4, 2004, the Assembly Labor Committee held a hearing in Van Nuys on
the subject of worker safety in the adult film industry. The only legislator in attendance
was committee chair Paul Koretz.

The format for the four-hour hearing involved four panels: The State and Local
Government Role in Protecting Workers’ Safety; Industry Perspective and Response;
Health Perspective: Transmission Risk Assessment and Solutions; and Additional
Policy and Constitutional Concerns. The panel discussions were followed by lengthy
public comment. Jonathan Fielding, Director of Public Health, represented the County
on the initial panel. He made several recommendations requiring legislation including:
1) required use of condoms; 2) mandatory testing and vaccination; 3) education and
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training; and 4) required monitoring. Generally, members of the panel agreed with his
views, however, none of the other panels felt legislation would be beneficial. Industry
representatives testified that mandatory legislation would drive business out of state,
because technology has made both production and distribution fairly easy. Panelists
felt the County, the State and the industry, itself, havG made great strides in voluntary
testing and oversight, and that process should continue.

Koretz ended the hearing with the thought that there may be more hearings, and that
mandatory testing legislation will not move this year.

We will continue to keep you advised as the Conference Committee progresses through
its agenda.

DEJ:GK
MALJF:ib
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May 27, 2004

S. Kimberly Belshé
Secretary
HealthandHuman ServicesAgency

16009th Street,Suite460
Sacramento,CA 95814

Dear Secretary Belshë:

Thankyou for conveningthe May 11,2004 meetingwith hospital industry andAgencyofficials
to discussthe State’sconceptsfor reconfiguring Medi-Cal paymentsto safetynet hospitals.We
arevery pleasedthat the Statehas addedstabilization ofsafetynet hospitals to the goalsofMedi-
Cal Redesign.

However, wehave concernsasto whether the conceptpresentedat the meetingwill achievethis
mutual goat. Given that California’s safetynet already is in crisis, it is imperative that proposals
to alterthe financing structure include a comprehensiveanalysisandan assuranceof tliture
security for thesevital institutions. In this vein, weoffer the following observations:

California’s Medicaid Share. Among all states,California is last in perbeneficiary Medicaid
spending,and far belowothers in Disproportionate Share Hospital (DSH) paymentsper
Medicaid and uninsured. While there aremany reasonsfor the disparities, the effectsareclear —

California is not getting a fair share ofFederalMedicaid funds relative to other statesdespite
high numbersoftow-incomeunderinsured and uninsured persons. Westrongly urge that the
State’s effort to pursue a Medicaid waiver and/orthe renewal ofthe SelectiveProvider
Contracting Program(SPCP)waiver be aimed at securingmore Federal Medicaidfunds. We
estimatethat, basedon information available on the Kaiser Family Foundation’s website,a move
from 5jSt to just50th placewould add$1.3 billion in additional Federal Medicaid fundingto
California.

Intergovernmental Transfers (ICTs). LGTs have savedthe StateGeneral Fund billions of
dollars that otherwisewould havebeenrequired to financethe State’s shareof SB 855,SB 1255
andOME hospital payments. While we acknowledgethe pressurefrom the.Centers for
MedicareandMedicaid Services(CMS) aboutthe useofLOTs, it is equally important to
recognizethat they are lawful, andhave beeninstrumentalin stabilizing safetynet hospitals.

It alsoappears that Congresssent a somewhatdifferent signal just last week. By removing
Medicaid cuts from the budget conferencereconciliation language,the membersdidnot
reinforce CMS’ stanceon lOTs. It is in the State’s interest to advocatefor preserving the useof
IGTs in negotiationswith the FederalGovernment. The suggestedalternative, increasingreliance
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on Certified PublicExpenditures(CPE5)while preservingIGTsfor privateDSH hospitals,may
provea too l.imited andinflcxible approachto meettheneedsof safetynet facilities over time.

Safety Net Hospital Stability. Publicandprivatesafetynct hospitalsare themajorsourceof
healthcarefor the uninsuredas well as manyMedi-Caland HealthyFamiliesbeneficiaries. .In
addition,safetynet hospitals arecritical elementsof local emergencyandtraumacare systems.
Many of these hospitalsarein crisis or near-crisis, and nearlyall public hospitalsare
experiencingsignificantbudget reductionsthis year.

While aspects of the State’s hospital financing concept may be worthwhile, it is difficult to
evaluate it in terms of stability without a multi-yearanalysis. Among the factors that needto be
consideredin this analysisare the effects of Medi-Cal fee-for-servicevolumedeclinesandthe
impacton the SPCPwaiver that would resultfrom the transitionof theaged, blind anddisabled
into managedcare.Theproposallacks structural elements allowing thestate to provide
additional funding in the future, thereby appearing to assure stability for thestate, but leaving
ambiguouswhetherthatoutcomewould be achievedfor thesafety net.

We are unableto properlyanalyzethe proposalwithout the informationmentionedabove, and
thereforerequestthat you provide a five-yearextensionof themodel to help us gaugethe extent
to which it will providethe stability for thesafety net that we all seek. We offer the following set
of initial questionsto drawattention to areas of theconcept that remainunclear.We hopethat
these observations will enhance the processtoward our shared goal of stabilizing California’s
safety net.

Sincerely.

CaliforniaHealthcareAssociation California Children~sHospitalAssociation

California Associationof PublicHospitals PrivateEssentialAccessCommunity
andHealthSystems Hospitals

S
Universityof California

/sl
cc: David Topp. AssistantSecretary,HI-IS

Sandra Shewry,Director, Departmentof HealthServices
Tom McCaffrey,ChiefDeputyDirector,Departmentof HealthServices
StanRosenstein,Deputy Director,Medical CareServices,Departmentof HealthServices
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Threshold questions

I. Use of CertifiedPublic Expenditures(CPE)

Shifting thenon-federalshareof Medicaidhospitalsafetynetpaymentsto CPEsraises
significant questions relatingto the scopeof allowablecosts,costfinding methodologies,anda
reconciliation process. How does the Departmentenvisiondefiningtheseitems? How doesthe
statereconcileits costfinding approachwith recentCMS activity to narrowthescopeof
allowable hospital costs, suchastheDSH relatedprovisionsin HR 1, andpoliciesrequiringthe
exclusion ofcosts relating to furnishinghospitalservicesto undocumentedpatientsin otherCPE
funded payment programs?

2. Multi-year Analysis

A thorough evaluation of thestate’sproposal requires a multi-yearfinancialanalysis. Given the
proposal’s heavyrelianceon CPEs,the analysisshould include adjustmentsfor possiblechanges
relatingto hospitalcosts,includingsignificantdeclinesrelatedto themovementof Aged,Blind
andDisabled(ABD) into Medi-Calmanagedcare. A five-yearfinancialanalysisdemonstrating
theeffectofchangesin hospitalcostson hospitalpaymentsandtheunderlyingassumptionsfor
eachyearwould facilitatea properevaluation.

3. Role of Supplemental Payments

A fundamentalelementof thestate’sproposalis themaintenanceof non-DSHsupplemental
paymentsabovetheCPEamounts. How would theMedi-Cal inpatientupperpaymentlimit
(UPL) becomputedfor thesepayments?In otherCaliforniaCPEprogramstheaggregate
paymentsallowedundertheCPEeffectively functionastheUPL. Underthestate’sproposal,
how would theUPL be designedto allow paymentabovetheCPEamount?This analysisis an
integral componentof thefive-year financialanalysisdemonstratingtheeffectof changesin
hospital costson hospitalpayments,asarethe underlyingassumptionsrelatedto theUPL for
eachyear.

Further, a critical pieceofthesupplementalpaymentsremainfundedby IGTs. Doesthestate
foresee thatthenewprogramwould be based on mandatory IGTs and be formulabasedrather
than voluntarily provided TOTsanddiscretionarypaymentsawards?Doesthestateanticipatethe
lOT-fundedpaymentgrowingif public hospital costsdecline?If so, on what basis?Will a
declineor increasein thepublic hospitalpaymentsresultin a reduction/increasein lOTs that
support private hospitals?How arepublic hospitalpaymentsand lOTs to supportprivate
hospitals linked? Will Medi-Calmanagedcaredays/revenuesbeallowedfor purposesof the
new supplemental payment program?

4. Facility Specific Payments

The model presentedshowsa statewideaggregatepicture,which doesnot reflect the impacton a
facility-specific basis. Under thecurrentpaymentstructure,thereis significantvariationin
Selective Provider Contracting Programsupplementals(SB 1255, GME, SB 1732),SB 855 DSH
payments, and the underlyinghospitalcosts. A thoroughevaluationoftheproposalrequircsan
examinationof any potential changesin theflow of paymentsand theimpacton afacility-



S. Kimberly Belshé
.M.ay 27, 2004 _______ ______ ______ _______ _____ Page4

specific basisovermulti.pl.e years. Facility-specificdetailunderlyingthemodel is instrumental
in a multi-yearanalysis.

5. DSFI Payment

Thestate’sproposal appears to use a differentCPE costfinding methodfor inpatientfee-for-
servicepaymentsand SB 855 DS1-l payments.Why wouldn’t CMS requirea consistentCPE
approach to all payments? What impact would a consistentcostfinding methodhaveon all the
paymentcomponentsof theanalysis?Further,the state’sproposalassumesthat paymentscan
vary to “make hospitalswhole.” ThecurrentSB 855 DSH statuteis predicatedon unifonnity in
DSH paymentsamonghospitaltypes. Whatwill be thebasisandrationalefor new variability in
SB 855 distributions?

6. WaiverApproach

Whatwaiver approachdoesthestateenvisionpursuingandhow will budgetneutralitybe
computed? 1-low will thebudgetneutraLityassessmentimpacthospitalsafetynetpaymentsover
thenext five years?


